
Joint Board's goals in that proceeding. On reconsideration. the FCC decided to include access

revenues in the allocation factor for marketing expenses as an interim measure pending the

outcome of a further inquiry by the Joint Board.1! That issue is still pending before the Joint

Board. l1

3. &:gjding Use of the Sybscriber Line Cham

For purely political reasons. the FCC and Joint Board were extremely reluctant to

include the costs of subscriber plant in the subscriber line charle. evenw~ that mechanism

was the most efficient form economic recovery. A clusic eumple of that reluctance wu the

separations and access charae ~tment of Local Dial Switehina Equipment.a

Uncler the former' Pan 67 procedures, caniers were required to divide their investment

in the former Catelory 6 Central Office Equipment (C.OE), Local Dial Switehina Equipment.

into nontraffic sensitive: andtrafftc senSitive components. The nonnffic sensitive co~~.nent·
. . ." ~ .. .

was allocated on the basis· of the' frozen SPf, whereas the traffic sensitive component was

a MTS and WATS MIrket StrUctUre, Mm9Pn4.. 0Jipjn 1114 0rdIr QD
Rcconsideration. 2 FCC Red 5349 It parIS. 24-26 (1987).

tt' sa Expandcclln~o... 7 fCC Red.' 7369 It D. 336 (1992). It has been alleaed
that more thaD 2' percem of die
LECs' totailUrketiDl expII*I ...usiped to the iota_ juriJdie:tioa when lCCesI .•'.:'.

revenues are ilM:1wIItlit die aQocaiicm flCtOr. SM. e.l., AIMDdmeat of Part 36. QaII[
Invitipl C9D"'W'I jid RemM for Pea 3 FCC Red 2774 It .... 8 (1988).

a Examples of Local Dial switcbiq Equi,..- iMh* bIIic rwiU:biaa traiL toll. ~
connectina tnmk equipment, iD1erIOc:al UUDks. tandem tniDU. ~~ ~l
completiq. toll complltiDa trIiDI,cal rewrtiDa equi WI'" IIId'1Imi of day semce ~
eQ.uipment, conceatrltioa equi..... ad switebiDa equi eltcaoaic""01 or dili1ll'
remote line loc:aUoas. SII AraeDdmiIU of hit 67. Besqnn·M JJesijpn epd Order. 2 FCC
Red 2551 It pIrL 3 (1987). .
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allocated on the basis of OEM. which included toll weighing factors (T'WFs).~ Under the

former Pan 69 rules. carriers were required to apportion costs between three end office

elements: Line Termination. Local SWit~hing. and Intercept.~

Effective January 1.. 1988. the FCC revised the Separations ManuaJ. pursuartt to Joint

Board recommendations. to consolidate the former Category 6 COE. Local Dial Switching.

with other switching categories to form a new category. COE Category 3, Local Switching

Equipment.U .This new category was allocated between the jurisdictions on the basis of

OEM. In other words. the FCC eliminated the traffic sensitivelnontraffic sensitive distinction

.applicable to Local Switching Equipment. allocanna on a relative usaae buis as though such

.costs were all traffic sensitive.G The LECs were also required to phase-in the OEM

allocation factor over the 1988·1992 period in order to forestall substantial shifts in costs from
.'.,, ...

_________~ _ .•:A'. f;' • ·'~;"·~~i;.L~~:-. "', ,; /:;
1!' 1WFs were intended to reflect the then hi...·Cbst"o. '..r-.·~iy, to.itcans~." o·

which are trunk side connections., rather than local call~ wbiRi..•. liDt·side codlilCtions.. '~ .' ~ ...:

~ Local Switchinl wu divided into two subelements: Local Switchina I and Local
Switchina 2. The former LiDe Termination IDd Local Switehinl elements reflected the
classification of the former eateaorY 6 CaE, Local Dial Switebiq Equipment. into traffic
sensitive and nontraffic seuitive ponions for jurisdictional _ ..1ti0DI purposes. The
differences in the former LSI IDd LS2 subelements of the Local SwitehiDa element reflected
the TWFs applied to toll miDutes for the purpose of allocatina the traffic sensitive ponion of
the fonner CateaMY 6 COE. ....

W The former COE eateaoria iDCluded: Cateaory 4 Automa1ic M.... R.ecordina
Equipm,"t; C-.orY 5, Other Toll Dial Switebiq Equipment; IDd eateaorY 1, Special
Services- s\i;tcbina Equipmell1.

& The FCC beliewd tbat diptal switehiDI equt.... WIt pnMDably comprised
mainly of traffic sensitive cOlftl'ODlDll. a tilt allocation tictor would be iDIJ'propriIIe. 3 FCC
Rcd 5518 at para. 49. The FCC alIo eliminated the .. ofTWFs lad the LSI diIcouftt Oft

the assumption that with the .. of modem switebes, .. of die swi1I:b for toll calls is no
lonler more costly thaD for local calls. Sec. c,l.. 4 FCC R.ccl 165 at pII'L 1 (1911).
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the interstate jurisdiction to the state jurisdiction which were anticipated if the new procedures-...,.- -

were implemented on an immediate basis.ll

'Nbile eliminating the traffic sensitive/nontraftic sensitive distinction and allocating: aH

Local Switching Equipment as if it were traffic sensitive have simplified the interstate,'

treatment of such equipment. such changes have also created an uneconomic recovery

mechanism.~ Over time. it hu become increasingly clear that the nontraffic sensitive

...:- oj ~

. '. ~

ponion of Local SwitchiDl Equipment is pater than wu publicly precli~ted by the FCC and

the Joint Board.!! Whereas the determination of which size switch to instaJl is clearly a

traffic sensitive decision.'* a local switch exhibits many of the same cost factors as nontraffic

sensitive local loop~tl once it is installed. the switch incurs virtually no additional costs based

on the traffic it handles.

!l' On the access charle si~, the FCC ~ombinecl LiDe TermiDatiolL LS1 and LS:! into a.
single access element that wu usessecl on the basis of UIlweiptld KCeSS minutes. The FCC
also established a transition mechanism to eliminate the rate differential between the LS\ and
LS2 subelements.

~.. Moreover••the combiniq of COE ca1eIories aDd the five yar phase-in perpetuated an
overaJlocaJ,ion to the int.erstlle jurisdiction.

.
!11 Indeed. technical IClvIIas in local dial switcbiDa have mcllill.d the amount of
nontraffic sensitive switebial~ currintJy beina recovertd·in Local Switcbiq rates.
Recent studies performed witbiIl NYNEX usiDa switch veador-provicJecl iDfomwion and
considerinl otblr UIIP ad siae pII"IIftetII'I provided by NYNEX traffic enlifteers. reftect
that the averap~.... QODtI'affic lllllitive COlIS raaae from 6% for ualol electroni~

switching syswma to lDaverIp of 51% for the most mocIem diai1l1 sys&emJ.

** "Even if vinually all switcbiDa COIU become &xed .... die switch is inaUed. the
decision to install a I... switch ratber thin a small switch or to m.n five switches rather
than four is affected by the anticipated traffic volume." 3 FCC Reel 5511 It para. 47.

t!' The DOD1I'Ifftc "dve portion of the local switch isL

• fuDctioIl of the number of
< loops it supportS. not the volume of traffic.
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Everyone involved in the separations and access refonns applicable to Local SwitC'hi~g

Equipment fully understood that the nontraffic sensitive ponion of local switches is identical

to the local loop. the costs for which it was clearly more proper to treat like other subscriber

.plant and include as part of the subscriber line charge accessed to the end user customer.2!

The only ~easOn such costs were excluded from the subscriber line chqe was because. at that

time. the FCC was in the midst of a controversy of anemptina to recover. for the first time.

any costs directly from end user subscribers. To have proposed increu~1 the subscriber line

charge to include recovery of local switehina could have jeopardized the entire subscriber line

chqe effort because of fears that customcn would become overburdened with interstate
- '"

••. '''".' Qj

_or •• ' costs, which ultimately could harm universal service. While the political decision to exclude
•

- local switchinl costs from the sub~ber line charle -Was arpably justifiable at the time the
• • h

decision was made••it needs to be reassessed to reflect the situation that exists today. Namely.

in a competitive environment, attemptinl to recover the costs of subscriber pllllt through

loadinls is doomed to failure.

v. CONCLUSION

This history demoDsIraIes that the Local Traspon displri1y u weU u the price/cost

mismatch in other in... KCOUIIU lie tbe direct result of declda of rules deliberately

designed to overalloc:ate CC*I to~ intasWe jurisdiction to subsij~ local.~ As

illustrated above. tbe fCC' -*t ·the Jojnt BoIrd were well aware -of the lIrP1NIR.ber of
. ... . "

- ~. '. ,
interstate ICCOUDtI with extra COltS eva u they IDOved to ~~~cmi.-·These

• r

-" ';'~v';,tbe~~VI-~ 'of u:h equipmmt is UIId to~ the
toCli-loop, not !be J'I'OYiIilDD of CIIri.~.mea. s.. .,... NYNEX RIC ADalysis.
mID note 3, Service-Specific COlt StIMIy, Section 2 at Al:IICbment A, pip 2.
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manipulations of the separations process were part of a deliberate attempt by decisionmakers

to advance various political and policy goals rather than merely to foster economically

efficient pricing:

[Any characterization of separations as) a small. technical process of no
panicular imponance . . . is a totally untenable position. The rapid growth of
separations chqes could not have escaped the attention of even the densest
regulator. Everyone connected with telecommunications '" knew that local
telephone service wu beina supponed more and more by revenues from
interstate traffic. Anyone who thoupt about the amount of money involved

. must have understood that this wu hardly the unintended fallout of a
jurisdictional decision in 1930. It was instead the result of an onjoin, political
process that can be seen in the pressure Senator McF..land put on the FCC in
1950. as well as Congressional pressure on the Commission not to impose end­
user 'Charles in 1983. Some interested parties chose to disreprd all of these
factors. so'Ain. confusion amon. the uninitiated and impupina AT&T's
attempts to explain it. But the fact of the .iaDt subsidy remained.it

The revisions to the Separations Manual undertaken in the 19801 made meanin.ful. but

modest. progress in stemmina the arowth of misallocateel interstate costs and in begiMing to

collect the misallocated C05t$..in a reliable. and efficient maaner. Many of the separations

abuses of the ·1970s wete checked and important strides to~more economically efficient
....,

interstate pricina were uncIenIken.

However. the principle refonDs of the 19801 were in the access arena Iftd. as a

practical matter. only made miDor Slrides, in reallocation reform of the seplntions process. It

wu understood by all parties at the time that reforms such as the subscriber tiae charae were
. . ~

merely a first·.., and tbII fUrther reform would be needed in tbI fuhIie. Sudl· reforms were',

aimed only at the molt ep'IIiouI overallocalions; as m.....s above, other iDterstaIe

accounts still are in~ of cbaftae. Moreover. the cast·recovery mec:bIDiru undertaken by

TemiD at 351..
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the FCC and the Joint Board enhanced reliability, althouah the "equal per unit traffic" rule to

which the FCC acquiesced, but did not create. significantly eroded the efficiency of such

reforms. In addition. such reforms were based upon circumstances (U, the onset of long

distance competition) that have since undergone significant evolution. Perhaps most

significantly, high levels of competition to local access service. viewed only as a distant

possibility in the 19805, is now a certainty. And just as lona distance competition crystallized

the \lr8ent need for reform in the 19805, local competition in the 19905 makes existina

misallocations at least as UDtenable. While revisions to the Separations Manual that occurred

in the past were beneficial. additional actions in both the separations IDd access charae arena

must be taken to address the new realities of today.

Althoup the specific reforms needed are beyond the scope ~f·tIlis::papir. as it did in

-
the past, the FCC should-reject·cfls to automatically shift all misallocated costs to the states.

Instead the Commission mould remain involved in the process to ensure the reUable and

efficient recovery and reallocation of such costs.2t Despite its sbortcominp, the separations

rules are a product of a careful ba1aDce, over several decides, of sta1eIintersWe costs based on

public policy determinations, some of which continue to remain relevant today. As a
- . ~..' . '-;... . . ~.

consequence. addressin& the IIIlOUDtS of c:omributiOll-reruinjnl in inter_j'- -1Iec:as. ()..
.. .

'_.
rates should not merely be throuIb shifts to tile state jurisdiction, but throup reforms within 0

• - -_.~-_.. '-.~: .. -. .' • • .. 4

-the interswe .....~ a more economically efticieat lad rerti.bfe recovery of costs In, .
light of the teeImoloaicalt CQ.IDPItitive, and political realities of today.. .

zt Moreover, U in die pat, it may oftID be Idvillble to re. ill Ill)' reaIlocaIioDs to the
state jurisdiction co avoid r-. sbock. .
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